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INTERNAL REVENUE SERVICE Department of the Treasury
c/o McCaslin Industrial Park Western Key District

2 Cupania Circle :

Monterey Park, CA 91755 CERTIFIED MAIL

pate: SEP 151997 Employer ldentification Numbers
Case ers
Person To Contact:
Te erst

Refer Reply To:i

Dear Applicant:

We have considered your applications for exemption from Federal
income tax as an organization described in section 501(c) (3) and
section 501(c) (6) of che Internal Revenue Code (IRC).

FACTS:

The submitted information discloses that you were formed under
the
W @stated articles of incorporacion
were Thled with and endorscd by the Secretary of State or
According to the restated articles of incorpcracion, the
organization was reorganized under the non-profit Public Benefit
Corporation Law for charitable purposes.

The purposes of the organization as stated in article IIB, a:re to
educate homeowners on the catastrophic risk factors associated with
their properties and to provide information and services regarding the
cost and benefits of various options to minimize those risks.

The activities of the organization, as stated in Form 1023,
include the fc.lowing:

(1) Development and distribution of informational brochures.

(2) Home check guide to identified homeowners. .

(3) Production of training seminars for home inspectors and
homeowners.

(4) Solicit nonprofit research grants.

The organization did not answer the inguiry letter sent out by
the specialist to explain and clarify the above activities.

The primary sources of financial support have come from donations
from sSponsors. Specifically, the organization has three sponsors:
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, all of which are for-profit
entities, according to a letter dated January 14, 1997 and signed by
It is unknown whether the crganizations share officers
but the proposed exempt organization shares employees with the for
profits and pays for their time per the application Form 1023—and
attachment #1.

ISSUE:

Does the applicant organization qualify for exemption from
Federal income tax as an organization described in IRC 501 (c)3)?
Does the organization qualify for exemption from Federal income
tax as an organizatior described in section 501 (c) (6) of the Code>

LAW:

Section 501(c) (3) of the Code describes certain organizations
exempt from income tax under section 501(a) and reads in part as
follows:

..."(3) Corporations, and any community chest, fund, or foundation
organized and. operated exclusively for religious, charitable,
scientific, .testing tox public safety, literary, .or educational.
purposes, or to foster national or international amateur sports
competition (!it only if no part of its activities involve the
provisinn of athletic facilities or equipment), or for the prevention
of cruelty to children or animals, no part of the net earnings of
which inures tL the benefit of any private shareholder or individual,
no substantial part c¢‘ the activities of _which is carrying on
legislation, (except as otherwise provided in subsection (h), and
which does not participate in, or intervene in (including the
publishing or distribution of statement), any political campaign on
behalf of any candidate for public office.™

Section 1.501(c) (3)-1(c) (2) of the Income Tax Regulations (Reg.)
provides that an organization is not operated exclusively for one or
more exempt purposes 1f its net earnings inure in whole or in part to
the benefit of private shareholders or individuals.

¢
Section 1.501(a)-1(c) of the Reg. defines "Private shareholders
or individuals" as an individual having a personal and private
interest in the activities of the organization.

Human Engineering Institute, TC Memo 1978-145, affd (1980, CA6)
€29 F2d 1160, 80-2 USTC sectior, 9600, 46 AFTR 2d 80-5479;: Kenner,
Williams v. Comm., (1963 CA7) 318 F2d4 632 63-2 USTC section 9519, 11
AFTR 2d 1596; and Gondia Corp, TC Memo 1982-422 all affirm that an
organization is not organized and operated exclusively for one or more
exempt purposes 1f its net earnings inure in whole or in part for the
benefit of private shareholders or individuals.

In_Puritan Church of America v. Comm., (1953, Dist Col) 209 F2d
306, 53-2 USTC section 9601, 45 AFTR 1319 cert den (1954) 347 US 975,
98L ED 1115, the court fourd that an organization is disqualified if
it serves a private rather than a public interest. It must therefore,
establish that it is not organized or operated for the benefit of
private interests, such as designated individuals, the creator of the
organization or his family, shareholders, or persons controlled




(airectly or indirectly) by such private interests, and the
accomplishment of the €xempt purpose must not be accompanied by
personal, private or selfish considerations. -
In American Campaiqn Academy, (1989) 92 TC 1053 the court-also
found that non-incidental benefitsg conferred on disinterested persons
may also serve private and non-public interestsg and unrelated tnird
parties (i.e., those not within the Scope of private Shareholders or
individuals but not merely members of the general public) aren'rt
excluded from the class of Private persons whose receipt of benefit
would cause an organization to be Operated for on-exempt purposes.

Serves a private rather than a public interest ana does not qualify
for exemption under IRC 501 (c) (3).

Section 561 (c) (6) of the Code describes certain organizations
eXempt from income tax under section 501 (a) and reads in part as
follows:

-.."(6) Business leagues, amber of commerce, real estate boards,
boards of trade, or profec onal football leagues (whether or not
administering a pension fund for football players), not organized for
profit and no part-of the net earnings of which inures £to the benefit
of any private shareholder or individual. ® '

Section 1.501 (c) (6) -1 of the Reg. Provi:es in part, as follovs:

"A business league is an association of bersons having some
common business interest, the purpose of which is to promote such
common interest. It is an organization of the same dgeneral class as a
chamber of commerce or board of trade. "

In Naticnal Prime Users Group, Inc., vs U.S., the court foupd
that a corporation originally organized to facilitate ;ommuniCdL;on
among users of one manufacturer's computer equipment did not satisfy
the "line of business"® requirement and was not a tax exempt business

league.

Revenue Ruling 67-77 denied exemption to an organization of
dealers marketing a single brand of automobile.

Revenue Ruling 73-411 states that a merchants gssocigtion whos§
activities are directed to promoting the general business interest of
its members does not gualify for exemption under code section
501°c) (6).

Revenue Ruling 74-116 discussed a non-profit organizatiog of
computer users whose activities are designed to keep'members informed
of current scientific and techriical data of special interest to them
as users of the computer. This organization was not exempt under




section SOl(c)(}). The same principle holds true for section
Spl(c)fS) organizations. Private interest would be served rither than
directing activities to the improvement of business conditions.

ANALYSIS: i

All of the above :ode sectiong, Regulation sections, Revenue
Rulings and Court cases describe the criteria under which an
organization may be exempt under sections 501 (c) (3) and 501 (c) (6) of
the Code. They also describe the basis for which organizations were

In order to qualify for tax exempt status under IRC 501 (c) (6) as
a business league, an organization's activities must be directed
towards the improvement of business conditions in one or more lines of
business as distinguished from the performance of particular services
for individual persons.

The primary activity of your organization,

: , 18 to sell home check programs to the homeowners
including the utilization of the i ) .
Your activity constitutes the performance of particular services for
the creator, @ ! ¥, by promoting its business. e o
interest, and is pot an activity toward the improvement of business
conditions as a whole of one or more line: of business.

In order to qualify under section 501(c) (3), an organization must
be organized and operated exclusively for one or more purposes
specified in that rection. If the ocrganization fails to meet either
the organizational or operational test, it is not exempt, per Treasury

Regulations section 1.501(c) (3)-1(a)(1). To meet the operational test,
the organization must engage in activities furthering "public
purposes" rather than "private interests." It must not be operatrad for

the benefit of designated individuals, the creator or his famil-,
shareholders of the organization or persons controlled, directly or
indirectly by such private interests.

The primary activity of your organization, created by 4D
, 1is to sell home check programs to the homeowners
including the utilization of the
Your activities are promoting the business interests of the creator,
and are not furthering public benefit.

CONCLUSION: _
It is the position of the Internal Revenue Service that your

organization does not qualify for exemption from Federal inccme tax
under section 501 (c) (3) or section 501(c) (6) of the Internal Revenue
Code. Accordingly, you are required to file income tax returns on Form
1120 annually with your District Director.

If you are in agreement with this determination, we request that
you sign and return the enclosed agreement Forms 6018.

If you are not in agreement with this propcsgd dc:crmipation, we
recommend that you request a hearing with our cffice of Regional
Director of Appeals, your request for a hearing should include a
written appeal giving the fact, law and any other information to
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support your position, as explained in the enclosed Publication §92.
You will th=n be contacted to arrange for a hearing. The hearing may
be held at the office of the Regional Director of Appeals, or if you
request, a mutually couuvenient District Office.

If we do not hear from you within 30 days from the date of this
letter, and you do not protest this proposed determination in a timely
marner, it will be considered by the Internal Revenue Service as
failure to exhaust available administrative remedies and will then
become our rinal determination. Section 7428 (b) (2) of the Internal
Revenue Cod: provides, in part, that "A declaratory judgment or decree
under this section shall not be issued -in any proceeding unless the
Tax court, the Court of Claims, or the District Court of the United
States for the District of Columbia determines that the organization
involved has exhausted administrative remedies available to it within
the Internal Revenue Service."

If you have any questions, Please contact the person whose name
and telephons number are shown in heading of this letter.

Sincerely yours,

Steven A. Jensen
District Director

Enclosures: Forms 6018
Publication 892




